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Dear General Post:
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We have CUW”]QY&d our study of the procedures for #he payvent ujlﬁ’ dﬁzﬂ’

arnd sudic of carriers' hHills for the pﬂpﬁ*lnu sovement ol pelircieum / ;7
Lty to
s

Tiele (GAD Code 943290). we Tound tlere exists the OppLTtund
aienificantly fuprove the sucit procmes thereby increasing i:s
cifectiveress, This improvensnt can be achieved by integrating the
audit funrtnon now being done by the General Services Administration
into the Jeforse Tucl Supply Conter progrem for the mansgenent of

petroleum fuel movenznts,
BACKCROURD

Each year the Dopartment of Defrnse moves substantial velumes
of petroleum fuels by pigeline, zainly in support of air heses through-
out the United States. In fiscal yv.oar 1977, cver 1.7 billion gallons
of petroleum fuel was moved at a cost of $16.5 million.

Management of petroleum wovements and payment of pipeline
carrners' bl]]s are the Lspvus7b111tv of the Defense Fuel Qupply
Center (DFSC), TNefense Logistics Agency. The audit of carriers’
bills and the collection of any overcharges are the responsibility
of the Federal Supply Service, General Services Administration (GSA),
unless delegated by it to another agency (41 CFR 101).
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Movements of petroleum products by piveline are documented by
U.S. Goverument bills of lading issued to pipeline companies by DFSC.
The pipeline companies svubimit their bills to the U.S. Army Finance
and Accounting Center, Indianapolis, Indiana, which malies payments on
presentation of carriers’ bills for account of DFSC. After pavment
the bills are forwvarded monthly to GSA for audit and collection of any
overcharges.

The volume of paid traneportation bills received by GSA for audit,
however, is so great that all bills received csnnot be individually
cramined in the audit process.  The method of determining which bills
are cost beneficial to audit (the cost of auditing is less than over-
charges identified) is establiched by a special audit of bills selected
by a statistical sample. 1f the special audit of the bills of & certain
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soC o r2 oot sosr bomeficial, e winimam (Aellar gooont
f Hi1l) ds oosrablishod and bille for amounts I'ess than the tinlrum
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Ty cauznired.  In the case of pipeline bills, no
by ’
ound during a special audit several years apog
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T?r:rfjfw, ploeline carrliers' bille are not andired.

of any rudit coverayge, overcharges could be poing
amrle, D080 ssbed £A0 dn Moverber 1975 for a

ducleion the proper rates geoted bv oa pipeline cnrrier

T ¥ cneoof ponre f o Sfecided that LFSC's < rol-
&8 S PN IR C Coama Drslosulseguently

Joeducted noearly SU00,000 in ove o ng Trom unpaid bills of the
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line corricor “mooltved.,  The (vercharged bf]is huu not been examine
by 0S4 during its audit process beeavce of the aforementioned procedure
for Yimiting audit coverage.
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INCLUDE AUDIT OF

Charges for pipeline movement of fuels are based on rates per
Yarrel (42 U.S. gallons) published in tariffs on file with the Inter-
state Commerce Cormission or in rate queotations tenduzred to the military
pursuant to secction 22 of the Interstate Cormerce Act (49 U.S.C. 22).
Charges for most movements are based on rates per barrel for the
nurher of quxelq of fuel shown on the bill of loding issued for the
movement. The charces for soue mover:nts, however, dare based on rates
per barrel for incentive or annval veolume guantitics.,

Charges for incentive quantity shipuents are bLused on rates per
barrel shown in a grannatvd scale of rates which decreases as the
cumulative total number of berrels shipped incresses beyond certain
stated quantities during an zgreed period (usually a year). This

weans that a portion of a shipoent cccurring in mid-year could incur
chocpes based on one rate and another lesser rate on the remaining
huxrrls which exceeds the guantity shown in the incentive quantity
vcale. The quantities shown in the incentive scales are usually divided
into 50,000 barrel incremonts.

4t-nnal volivme charges are based on a constant rate per barrel
chown in a gradvaited scale of rares which decreases 2s the number of
barrels shipped increases above certain quantities during an annual
period.  The constant rate applied to these shipments is based on the
ost inzated mineber of bharrels of fuel to be shipped to that destination
during the annual period. 1f the actual number of barrels of fuel
siiipped during tle annual period is more or less than the estinated
veape, an adjustment is made o the rate level {for the actual nurber of
barrels of fuel shipped. The pipeline carriers submit to the finance
center (1) a supplemental bill if asdditional @mounts are due, or (2)
a refund if it Yas been overpaid.  As with bills for individual move-
ments, the +nd of vear settlements are not audited by GSA. Even if
such bills were audited, GSA's‘monLh*by~month audit process would not
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B Toviwg vetal nomber of Yarrels moved at foocorive

cotity raree Toroen audit determination. g .

O the other hand, P50's responsibility for petroleum moverent
Tros s crnrant monitoring of (1) requirsmants

v tevele, and {4) suoplier cope . .
cilun drveolves continuisg contact with pipel

wrriers to (1) s nedcla ottt hrcacheput” of poevreleun products, (
, and (3) check gqualir

¢leun distribution svs
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(2) wse,o toborte,
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cricer Ilojection of acditives and/or filtering
T

cntrols,  Monaposent and control of the pet

Lo LT ¢ to wviost cmounts of inforwarion on the alove Tuncil
BYSC'e data cormarerent svstom utilizes a ceoxputer for storage and

petricevel of Infuraation on origin, destination, gallenage, cate of
shipment, carrier, bill of lading nminler, estimated charges, etc. lost
of this information is entered into the svstem from a zopy of the bill
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of ladling.

g
indicetes the sonual charyss ;»id te car-iers py pill of lading nurcher,
DFSC has denonstrated to us and to GSA that inforomation from its data
management system can be integrated by computer with the information
provicded by the {insnce center and presented in printout form. This
integrated printout would then contein the basic shipment and payment
data to perform an audit of the rate and charges billed by pipeline
carriers.

The finznce center g naving available to LISC a data tape which

i

The only element not directly provided is the applicable rate
per harrel, gallon, or hundredweight, from which the correct chzrges
can be computed. In this regard, DFSC stated that because of the
lirited number of origins &nd destinations for pipeline moverments the
universe of rates is relatively small when compared with the multitude
of rates for general cargo via other modes. For this reason they find
it relatively casy to accurately forecest the basic transportation
charge for cach noversent end show that amouent on the bill of lading
iscsued for the movement.

This estimated transportation charge is picked up by DFSC's data
management evetem and is shown in the printout for comparison with the
ctual charge input from the tape provided by the finance center. Any

difference betweoen the two amounts is chown as a plus (estimated more
than actual) or minus (estimated less than actual). The minus figures
represent overcharges unless they can be explained by legitimate
charges by the carrier for accessorial services, such as filtering,
blending, testing, etc. For each overcharge not explained by charges
for accessorial services, the carrier must be billed and the collection
affected.

Although we believe that responsibility for the audit procaess and
the identification of overcharpges should rest with DFSC, the billing
of such overcharges and ef fecting collections should continuve to be done

.

by CSA. Also, responsibility for sibsegoent actions, such as deductions,
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R - d the handling of protests and reclaims wihilch ove
‘ntlyv svelved in the settlement of overcharges, should Le
., " owe notione, are routine matters for the GSA auwdit group.
Lis ;oo 1A, 004 ooree=d that actions subsequent to identilica-
oo o retren Lot Letter be handled by dt.
ooy ccedure fer osvAliting pipeline carriers' bills would be
Tl e ddentiration of variances between estimated charges
and oaonun o5 by the Military Traffic Menagoment Commend in its
Treilio M t ‘fralwsis Prosram.  The pipeline program, however,
Gffory wewiral alvantoges. Firsso, U Ly osmall anive of

rates for a Tew comuodities via a «in¢ mode offers a greater degree
of seeuracy in forecasting the Jlorva to each roo nt.
The MIMC system involves all nodes of transportation, thousands of
cormodities, and tens of thousands of rates. Secondly, the pipeline
propron o Sfers the additional sdvantape of being performed in the agency
having @ vosied drcorees in ocor=ervauion of its appropriation.  The third
advantave, and one very fmporiant 1o carriers and government alike, is

i Tv he completed within several months

q

that the e i
of date of paywent; wherces, the audit process done by GSA sometimes
takes a year or more. This decrcase in the audit timeframe offers the
added advantages of (1) potential reduced period for retention of
records by carriers and the Government, (2) return of appropriated
money to the agency for payment of other obligations, and (3) perform-
ing timely traific management analyses from traffic data on which the
final cost has been determined.
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RECLRAENTATTONS
We recommend that the Defense logistics Agency

—-request GSA to designate DFSC as auditor for pipeline
accounts as discussed in this report.

~—¢oordinate with the Military Traffic Management Corzand to
identify other traffic which may lend itself to similar
procedures,
Copies of this report are heing sent today to the Director, Defence
Fuel Supply Center, the Administrator of GSA, and to the Comsender,
Military Traffic Managcement Command.

Sincerely yours,

4 A
N a

Fenry W. Connor
fssociate Director






